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l. INTRODUCT I ON

A. Background

OnNovember 15,1993, Fi tchburg Gas and ElectricLight Company! ("Fitchburg' or
"Company”) submitted 1 ts Integratedfesource Management ("IfM")Phase 111 filing for
review by the Department of Public Uti l ities (Department’).! Pursuant to a Comprehensive
Settlement Agreement (‘Settlement’) approved by the Department in Phase I of the
Company's IM proceeding, the Company 1ssued four requests for proposals (fFPs"): a
supply-side, energy-only RFP ("supply-side RFP") ; a complementary demand-side

management ('DSM") RFP ;° and two DM implementation fFPs for residential programs.’

! Fitchburg Gas and Electric Light Company serves approximately 5,00 electric
customers in the towns of Fitchburg, Lunenburg, Townsend and Ashby,
Massachusetts. On April 28, 1992, Fitchburg merged with INITIL Corporation.
INITIL provides retai l electrical service inNewHampshire through Concord Electric
Company and Exeter éHampton Electr i c Company, and wholesale service through
UINITIL Power Corporation.

The IMMprocess involves a four phase review by the Department of the procedures
bywhichadditional energy resources areplanned, sol1cited, andprocuredby an
electric company. See 220 C.M.R. §§ 10.00 et seqg. InPhase I, the Department

reviews the demand forecast and resource inventory of anelectric company and
makes a determination of resource need. In this same phase, the Department reviews
the company's all-resource solicitationfFPs. Phase Il comprises the company's
resource sol icitationprocess, inwhichthe company 1ssues the Department-approved
RFPs and determines a proposed award group. Phase 111 comprises the Department’'s
review of anelectric company's resource plan and proposed award group. Phase IV
compr i ses the Department’'s procedures for approving contracts in the award group.

3 Pursuant to the terms of the Settlement, the Complementary DSMRFP would solicit
proposals for DSM services that would complement the services provided by the
Company's ongoing DSM programs.

Pursuant to the terms of the Settlement, the DSMRFPs would solicitproposals for
"“turnkey" implementation of the Company's programs.
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See Fitchburg Gas and Electric Light Company, D.P.U. 92-181 (1993) ("D.P.U. 92-181").
Inaddition, the Settlement required the Company to continue 1ts existing DM programs
through thefFP sol i citation, and allowed the Company to include 1ts existingDMprograms
initsPhase Il resource plan’ The Settlement also required the Company todevelop a
resource plan using an integrated system resource evaluation process.

In itsPhase 111 filing, the Company 1dentified several supply-side and demand-side
resources resulting from 1ts P solicitations, ad provided a description of the process used
by the Company to integrate the planning and procurement of supply-side and demand-side
resource options. Additionally, inthis proceeding the Company presented information
conceming 1ts proposed methods for recover ing costs associated wi th the supply-side and
demand-s1de resources, and requested Phase IV review and approval of DM contracts for
residential programs. The Company also requested that the Department cons iderpermitting
the Company to recover certain administrative costs associated with the procurement of
supply-side resources through the fuel charge. Finally, in itsPhase 111 filing the Company
requested an expedited approval of 1ts proposed DM resources in order to include these
programs in 1ts 1994 ConservationCharge ("CC")whichwas scheduled to take effecton

February 1, 1994.°

The Settlement stated that, 1naddition to the residential programs to be solicited
through the DSMRFPs, the Company was requiredto propose utility-sponsored
programs for implementation during 1994 and 1995. D.P.U. 92-181, at 10-11.

On December 31, 1993, the Department directed the Company to continue 1ts existing
CiMprograms, and to submita CC fil ing for the commercial and industrial sectors
based on those programs proposed in the Phase 111 kesource Plan, subject to revision
pending the outcome of Phase IV of the Company's IfM proceeding. The
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This Order addresses 1ssues raised by the Company's November 15, 1994 filing. In
Section 11, the Department addresses the Company's compliance with directives of the
Department's Order inPhase I,D.P.U. 92-181. InSection 11, theDepartmentwill review
(1) the process by which the Company developed 1ts proposed resource plan and (2) the
proposed resource plan i1tself, inparticular those resources that represent a change from the
resource 1nventory identified by the Company inPhase I of this IfMproceeding. In
Section IV, the Department wi ll address the Phase 1V resource contracting and cost recovery
Issuesraisedby the Company's filing. InSectionV, the Departmentwi ll address other
Issues, Including the Company's request that the Department consider approval of
transferring IMM administrative costs from i1ts base rates to i1ts fuel charge.

B. Procedural History

On August 3, 1992, the Company submitted itsdraft initial filing for reviewby the
Energy FacilitiesSiting Council (Siting Council’) and the Department inPhase I of the

Company's IfM proceeding.” The Office of the Attorney General, Boston Edison

Department stated that, at the conclusion of Phase 1V of the Company’'s 1M
proceeding, itwould determine whether revision to the Company's CC tariff to
include rates for residential sectors would be appropriate.

OnJanuary 21, 1994, the Company submitted a CC filing 1naccordance with the
Department's directive, and on February 4, 1994, the Department approved the
Company's January 21, 1994 CC fil 1ng, subject to revision. See Fi1tchburg Gas and
Electric Light Company, D.P.U. 94-5A-CC (1994).

On September 1, 1992, pursuant to reorganization legislation filed by the Governor
and approved by the Legislature, the Siting Counci l was merged into the Department,
and the Energy FacilitiesSitingBoard(SitingBoard)was created. Acts of199,,
C. 141 (Reorganization Act'). Pursuant to the Reorganization Act, § 46, all

petitions, hearings, and other proceedings brought before and begun by the Siting
Council prior to the effective date of thefeorganizationAct, shall be completedby
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Company, Commonwealth Electric Company (‘ComElectric’)andCambridge ElectriclLight
Company, lestem Massachusetts Electric Company, Coal 1tion of Nonttil 1ty Generators,
andNew England Cogeneration Association, soughtandwere allowed to participate as
parties inthe proceedings? Massachusetts Electric Company was allowed to participate as
an interested person. OnJanuary 2, 1993, the Company filed the Settlement wi th the
Department,® and on March 10, 1993, the Department approved the Settlement.”

The supply-side RFP was 1ssued onMarch 19, 1993 in conjunctionwitha long term
capacity RFP issued by INITIL Power Corp ("0PC")." The DM RFPs were issued on
March 31, 1993.” responses to each of these solicitations were requested by June 15,
1993.

After due notice to the parties, the Department conducted a prehearing conference on

either the Department or the Siting Board. Effective December 18,1992, the Siting
Council's IfM regulations, 980 C.M.R. § 12.00 et. seq., were merged 1nto the
Department’'s IM regulations, 220 C.M.R. § 10.00 et. seq. See D.P.U. 92-191

(1992).

On January 11, 1993, the Department appointed Settlement Intervention Staff.

On November 6, 1992, the Company submitted an Offer of Partial Settlement
('Partial Settlement’) to the Department. On December 24, 1992, the Department
stated that 1t could not accept the Partial Settlement, as filed.

o The Settlement had been amended on February 16, 1993, February 26, 1993, and

March 5, 1993.

i On March 5, 1993, the Company requested a waiver of the IMM regulations

requirement of a solicitationperiod of between 9 and 10 days for the supply-side
energy-only RFP. In approving the Settlement, the Department granted the
Company's request for a waiver pursuant to 220 C.M.R. § 10.07(5).

L The Settlement provided that time periods for evaluation and selection of bids for the

DSMRFPs would be parallel to the time frames for the supply-side energy-only RFP.
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the Company's Phase 111 petitiononDecember 28, 1993. Pursuant to the evidentiary
schedule establ 1 shed at the prehear ing conference, the Department conducted evidentiary
hearings onJanuary4and January 6, 1994. The Company presented three witnesses in
support of its filing: GeorgeR. Gantz, vice-president of regulatory services for INITIL
Service Corporation; Paullleiss, director of resource management for NITILService
Corporation; andDavidF.Russell, director of regulatory services for WITILService
Comoration. he evidentiary record inthis proceeding consists of twelve exhibits marked by
the Company, 92 exhibits marked by the Department, and the responses to 17 Record
Requests 1 ssuedby the Department. Briefswere not requestedby the Hearing Officer.”

11. COMPLIANCE WITH DPU 92-181 PHASE 1 DIRECTIVES

A. Introduction

In D.P.U. 92-181, at 13-23, the Department 1dentified two 1ssues that would be
addressed 1nPhase 111 of the Company's IMproceedings: (1) the project ranking system
included 1n the fFPs 1ssued by the Company inPhase I1; and (2) the monitoring and
evaluation ('"M¢E") plans to be submi tted by the Company for the DSM programs proposed
as part of i1ts Phase 111 resource plan.

The Settlement submi tted to the Department 1nD.P.U. 92-181 includeddraftversions
of the Company's supply- and demand-side RFPs. In an Amendment to the Settlement,
F1tchburg stated that each of the RFPs to be 1ssued InPhase 11 of the IMproceeding would

be 1nthe form identified in the Settlement, except that eachfRFP would be amended to

B On January 26, 1994, the Company submi tted a Memorandum requesting certain

findings by the Department.
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include a ranking system for use inthe evaluationof resource proposals. Inapproving the
Settlement as amended, the Department stated that we expect "that the Company’s ranking
system and revised RFPs will comply with ... [the IMM] regulations." D.P.U. 92-181,
at 16.

lii th regard to MGE plans for the new residential programs, for which service
providers were to be sol 1 cited through the DMRFPs, the Company was directed to submit
plans thatwould identi fy, ataminimum, '(1) the plans for ver i fying that the DS0M measures
are properly installed, () the party thatwi 1l conduct the impact evaluation and the types of
1mpact evaluation methods to be used, and (3) the process evaluation plans." 1d. at 20-2L.
For existing DSM programs, the Company was directed to submit E plans thatwould
complywithDepartmentprecedentregardingDiMprocess and impactevaluations. Id.
at 2.

InthisSectionof the Order, the Department addresses whether the ranking systems
included 1n the RFPs do 1n fact comply with the 1M regulations. The Department
addresses, onaprogram-by-programbasis inSection 111.C4, below, whether the MSE plans
submitted for each DSM program satisfy the D.P.U. 92-18]l directives.

B. The RFP's Project Ranking Systems

1. Description

As stated inSection 1. A, above, the Company 1ssued one supply-side and three
demand-sidefFPs inPhase 11 of its IMproceeding. The supply-side and the demand-side
FFPs used the same two selectioncriteriacategories, value criteriaandnonpricecriteria,

and assigned the same scoringwe i ghts to each category. Thevalue criteriacontaineda
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maximum of 75 points, divided into price (60 points) and operating and quality
characteristics (15 points) (FGE-1, at 1-6, 7). Within the operating and qual ity
characteristics sub-category, the supply-side P awarded points for (1) interruptibility and
dispatchability, ) voltage control, and (3) maintenance planning. ii thinthe operating and
qual ity characteristics sub-category, the demand-side fFPs awarded points for (I) savings
verificationplans, (2) measure comprehensiveness, and (3) quality of savings (id.).

Thenon-price criteriacategory containedamaximumofbpoints. iithinthis
category, the supply-side fFP awarded points for (1) project status, ) unitdiversity, and
(3 other planning guidel ines, and the demand-s 1de fRFPs awarded po ints for (1) financial
capabilities, (2 organizational support, (3) ESCo experience, (4) comprehensiveness of
services, (b)) warranty provisions, (6) energy conservationmeasures, and (7) implementation
plan (id.). A summary of the ranking system for the supply-sidefFP 1s contained inTable 1
attached to this Order. A summary of the ranking system for the demand-sidefFPs Is
contained inTable 2 attached to this Order.

The Company stated that the fFPs contained sufficientdescriptions of the ranking
systemcriteriato allowbidders to understand the criteria to be appl 1ed to each proposal
(Tr. 1, at 67-84). The Company testifiedthat, inparticular, thefFPs containedspecific
information regarding the Company's resource planning guidelines (id. at 74-76).

2. Standard of Review

The IMregulations require that anfFP include a'"ranking system to evaluate
project proposals on the basis of each proposal’s ability to provide reliable electrical service

at the lowest cost to society." 220 C.M.R. § 10.03(10)(d)(1). The regulations state that
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[t]he ranking systemshall incorporate all of the selectioncriteriathatwill be usedto
determine the relative values of project proposals. The ranking system shall apply
relative weights to the major categories of criteria(eg., price, the quality of output
or savings, project feasibility) inorder to 1dentify the relative importance of these
categories Inselecting resources. he ranking systemshall specify, inqual itative
terms, how the criteria shall be applied to specific project proposals.
220 C.M.R. § 10.03(10)(d)(2).

The regulations further require that, ifacompany 1ssues separate fFPs for supply-
side and demand-side resources, these resources "shall be evaluated using the same
categories of selectioncriteriawiththe same relativeweights ... he ranking systems may
use different subscoring systems within each category." 220 C.M.R. § 10.03(10)(b)(2).

3. Analysis and Findings

This Section of the Order addresses whether the RFPs 1ssued by the Company in
Phase Il of 1ts IMMproceeding satisfy the requirements forfFPs set forth inthe IM
regulations. The Department finds that the ranking systems included in the RFPs
incorporated all of the selectioncriteriathatwere usedby the Company to determine the
relative values of project proposals. Inaddition, the Department finds that the RFPs’
ranking criteriacategories and subcategor ies appropriately evaluated (1) the qual 1ty and
timing of eachproposal’s output or savings; (2) eachproposal’s feasibility; () the fuel
diversitybenefitsprovidedby eachproposal ; and(4) other (i.e.,unitdiversity)benefits
provided by each proposal, as required in the IM regulations

The Department further finds that the fFPs contained sufficient information to allow
bidders to understand the manner inwhich the evaluation criteriawouldbe applied to their
project proposals. Finally, the Department finds that the Company has satisfied the I

regulations’ requirement that the ranking systems of supply-side and demand-s 1de fFPs
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evaluate project proposals using the same categories of selectioncriteriawith the same
relative weights.

Based on the above analysi s, the Department finds that the Company has satisfied the
requirements set forth inthe IfMregulations regardingfFP selectioncriteria.

111. PHASE 111 REVIEW OF THE COMPANY"S PROPOSED RESORCE PLAN

A. Introduction

The objective of the Department’'s review in IfMPhase 111 proceedings 1s to ensure
that a company’s proposed resource plan contains the mix of resources that ismost likely to
result inarelirable supply of electrical service at the lowest cost to society.
220 C.M.R. § 10.05. InthisOrder, the Department’'sPhase lll reviewwillbepresented in
two stages. First, the Department reviews the Company's resource evaluationprocess to
determine whether 1t i1s consistentwith the requirements set forth inthe 1M regulations, and
1s thus likely to result inamix of resources that 1s consistent wi th the stated objective
Second, the Department revi ews the resources included 1nthe Company’s proposed resource
plan, inparticular those proposed resources representing a change from the resource
inventory identified by the Company in Phase I of this IfM proceeding.

B. The Resource Evaluation Process

1. Description

he Company stated that i1ts resource evaluationprocess was intended to ensure that
the resources selected through the process reflect an optimal combination of the avai lable
supply- and demand-s1de resource options (Exh. FGE-, at42). As stated inSection | A,

above, the Company 1ssued fourfFPs during Phase 11 of 1ts IIMprocess. The Company
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stated that 29 proposals were submitted in response to the supply-sidefFP (id. at 2-1)."
Regarding the DSMRFPs, the Company stated that (1) three proposals were submitted in
response to thefesidential ElectricSpace Heat (RESH)RFP, (2) two proposalswere
submitted in response to the fesidential Lighting Catalog (iLC") RFP,” and (3) no
proposalswere submitted 1nresponse to the Compl imentaryfFP (1d. at 3-1). Inaddition,
consistentwiththeSettlement approvedby the Department 1nD.P.U. 92-181, the Company
proposed to continue 1mplementation of 1ts three existing DM programs that which provide
energy efficiency services to commercial and industrial ('C&l") customers (id. at 3-2).

he Compary stated that, as a first step in 1ts resource evaluationprocess, it reviened
the supply- and demand-s 1de resource options separately to develop "short I 1sts' of each
resource type to be further considered in the integration and optimization stage of the
evaluationprocess (id. at4?). The Company stated that 1ts review of supply-side resource
options proceeded 1nthe following manner. First, 1t screened each of the proposals
submitted in response to the supply-side fiFP to determine whether each proposal satisfied
the fFP's threshold requ i rement that no proposal Increase the Company's projected system
production costs (id. at 2-2).* The Company determined that five of the supply-side

proposals satisfied thisrequirement (id). Second, the Company ranked these five proposals

o The Company's supply-side RFP was issued jointly with UPC. Of the 29 proposals

indicatedhere, sixrespondedspecificallytoFitchburg'siFP (Exh. FGE-L, at 2-1).

B The Company's demand-s idefFPs were issued jointlywithINITIL's affil iatedretail
companies inNewHampshire. The proposals indicated here were submitted to
provide DSM services i1n Fitchburg's service territory (Exh. FGE-1, at 3-1).

16 The screening 1nvolved a compar i1son of aproposal’s bid price with the Company's

avoided costs (Exh. FGE-1, at 4-1).
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using the ranking system contained inthe fFP. The Company stated that, based on the
results of this initial ranking, all five suply-side proposals were advanced to the integration
and optimization stage of 1ts review process (id. at 2-3).

he Company indicated that 1ts review of demand-side resource options proceeded in
asimilarmamer. First, it screened each of the proposals submitted 1nresponse to the DM
RFPs to determine whether each proposal satisfied the relevant RFP threshold
requirements” (id. at 34). Second, each proposal was subject to an in-depth review of its
programdel ivery, pricing and savings assumptions to ensure that the assumptions were
appropriate. Finally, the Company ranked the proposals using the rankiing criteriacontained
inthefFP. Based on the results of this initial ranking, the Company selected one service
provider for each of the residential programs (1d. at 3-6).

he Company stated that, as a first step inthe integrationand optimizationprocess, 1t
establ ished a base case" resource portfol 10 that included all of the proposed DM programs
(nd. at 4-2). The proposed DM programs included the new residential programs, for which
service providerswere identifiedthroughthe DSMRFPs, and the Company's existing Cél
programs. The Company then tested the cost-effectiveness of eachDSM program by
removing individual programs from i ts resource portfol 1o anddetermining whether the
removal of the program would increase or decrease the Company’s projected system

production costs (i1d.). Based on this analysis, the Company determined that the inclusionof

i Proposals submitted inresponse to the DSMRFPs were required to include (1) a

savingsverificationplan, (2 aprogram implementationplanand (3) documentation of
organizational and financial support (Exh. FGE-3; Exh. FGE-4).
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all of the D\ programs in 1ts resource portfol 10 would be cost-effective for ratepayers (id.;
Exh. DPU-24).

As afinal step inthe Integrationand optimizationprocess, the Company tested the
costeffectiveness of various combinations of the five supgly-side proposals In 1ts resource
portfol1o. For eachscenario, the Company determined whether the inclusionof the
suply-side proposals would increase or decrease the Company's projected system production
costs (Exh. FGE-], at 4-2). The Company stated that, based on this analysis, and
subsequent negotiations wi'th the potential resource providers, it identified a mix ofnew
supply- ad demandside resources that would result inreliable, leastcost electrical service
to its ratepayers (id.; R-DPU-1).

2. Standard of Review

he IMregulations setout asix-stepPhase 11 process by whichelectric companies
must evaluate, madify, ad select resources idertified through competitive solicitations in the
selection of award group proposals that would be included 1n a company's resource plan
220 C.M.R. § 10.04(3). First, a company must screen all proposals to ensure that they
satisfythe thresholdrequirements identified inthefFP(s). 1d. Second, a company
must verify that all representations made by the project developers intheir bid responses are
accurate, achievable andreasonable. 1d. Third, a company mustapply the ranking system
included in the approved fFP(s) to determine the "initial ranking' of project proposals. Id.
Fourth, a company may revise the initial ranking 1f 1t candemonstrate that the "improved

ranking' 1s more likely than the initial ranking to result inareliable supply of electrical
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service at the lowest total cost to society.® 1d. InD.P.l. 89-239, at 29 (1990), the
Department indicated that this optimization phase was included 'to allow electric companies
to account for interactive effects, redundancy inCiLMprograms, anddrastic changes in
fuel prices or other relevant factors that changed since the 1ssuance of thefFP." The
Department also determined that projects ultimately must be analyzed in the context of an
electric company's total resource portfolio rather than in isolation” 1d. at3%. Once the
improved ranking is identified, the IMregulations prescribe, as afifthstage, thata
company shall negotiate with all of the best projects from the 1mproved ranking 1n order to
allow the members of that 'negotiating group' the opportunity to improve their project
proposals. 1d.. Proposed price and nonprice factors shall be revised through negotiations
only 1f the final resource planwouldbe improved. Finally, a company shall determine a
proposed award group to fi ll any resource need as 1dentified by the Department, or consistent
with the quantity of energy sought 1n any energy-only sol icitation approved by the
Department. 220 C.M.R. § 10.04(3)(f).

InPhase 111 of an electric company's IMM proceeding, the Department shall
determine whether a company’s Phase |11 resource selectionprocess i1s consistentwiththe

IMregulations. The IIMregulations permi t the Department to approve the company's

18 he IMregulations specify that justificationfor selecting a mixof resources that

deviates from that of the initial ranking shall be based onthe reasons 1dentified inthe
RFP and pursuant to 220 C.M.R. § 10.03(10)(d)(9), and shall be subject to
Department review inPhase 111.

9 The IM regulations state than an electric company's methodology for integrating all

types of resources shall be clearly articulated inthefFP(s) and shall be subject to
Department review in Phase 1. 220 C.M.R. § 10.03(10)(b)(1).
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proposed resource plan 1f the plan 1s found to comply with 220 C.M.R. § 10.00 et seq.
220 C.M.R. § 10.05(3)(b). Therefore, the Department begins its Phase 111 review by
addressing the process by whi ch the Company determined the projects representing additions
and deletions to its resource inventory.”

3. Analysis and Findings

ThisSectionof the Order addresses whether the Company appropriately (1) applied
the threshold criteriacontained inthefFPs, (2) ver i fied the representations made inthe
remaining bids for accuracy, achievabi l1ty, ad reasonableness, and (3) appl 1ed the ranking
criteriacontained inthe bids to determine an initial ranking. his sectionalso addresses
whether the Company appropr 1ately (1) integrated the supply-side anddemand-s 1de resources
and optimized the proposed resources such that the result (1.e., the improved ranking) 1s
more likely than the initial ranking to result inareliable supply of electrical service at the
lowest total cost to society, and () conducted negotiations wi th those who proposed the best
projects inthe improved ranking and allowed eachdeveloper withinthe negotiating group to
revise its project proposal 1n order to improve the final resource plan.

he record Indicates that the Company applied 1ts threshold criteria for supply-side
proposals (1.e., that proposals reduce Fitchburg's productioncosts), consistentwith the terms
of the Settlement as approved by the Department, to determine whi ch proposals to include in

the initial ranking of supply-side resources. he record also indicates that Fitchburg verified

A company's resource plan 1s comprised of the Company's resource inventory, as
identified inPhase I of an IV proceeding, and any proposed resource additions or
deletions. 220 C.M.R. § 10.05(2)(b).
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the representations made by bidders and appl 1ed the ranking criteriato eligible proposals
according to the terms of the Settlement. See Exh. DPU-81, at 5. The Department finds
that the Company fully compliedwi th the IIM regulations as they pertainto the screening,
verification, and initial ranking of supply-side resource proposals. Therefore, the
Department approves the process by whi ch the Company 1dentified the initial ranking of
supply-side resource proposals.

In identifying programproviders for the RESH andRLC programs through the DSM
fFPs, the record Indi cates that the Company appl 1 ed the threshold criteriaas stated inthe
fFPs, verified the representations made inthe proposals, and ranked the remaining proposals
according to the criteriadescribed inthefFPs. The Department finds that the Company
fully compl ied with the requirements of the IIMM regulations regarding the screening,
verificationand initial ranking of demand-s ide resource proposals asresulted fromthe
Company's DSM RFPs. Therefore, the Department approves the process by which the
Company ndentified the initial ranking of demand-side resource proposals.

The Settlement approved by the Department in Phase 1 of this IfM proceeding
provided that the Company would issue 1ts supply-side and demand-side fFPs at the same
time, and that responses to the fFFPs would be screened and evaluated using an integrated
evaluationprocess (Exh.DPU-81, atb). Therecord inthisproceeding indicates that
Fitchburg did evaluate supply- and demand-s ide resource proposals i1n an integrated mamer
by testing altemative combinations of resources in i1ts productionrcost simulationmodel. his
optimization process evaluated the costeffectiveness of resources that were 1dentified through

the Company's RFPs, and several demand-si1de programs that the Company developed
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outside of competitive solicitations. Based onareview of these processes, the Department
finds that the Company has complied with the IIM regulations as they pertainto the
integration and optimization of proposed resources.”

As aresult of the Company’'s negotiation process, improved contract termswith
resource providers were obtained. The record indi cates that the Company included in the
negotiationgroup all of the best projects from the improved ranking, and allowed each
developer within the negotiating group to revise i1ts project proposal 1norder to improve the
final resource plan (Exh. FGE-1, at 2-6). The Department finds that the Company fully
compliedwith the IMregulations as they pertain to the negotiationwith resource providers.
Therefore, the Department approves the process by which the Company negotiated with
potential providers of new resources.

Accordingly, for the purposes of thi sproceeding, the Department approves the

Company's resource evaluation process as consistent with the development of an integrated,

A Appl icationof the Company's optimizationprocess resulted inan improved ranking

thatdidnotvary from the initial ranking 1denti fiedby the Company. The Department
notes that the Company, within 1ts optimization process, Investigated the total system
costs associatedwith reductionor el iminationof the proposed DM programs, butdid
notdo asimilar analysis to evaluate the cost-effectiveness of expanded D0V program
implementation. The Company stated that i1t did not expand 1ts DSM program
1mplementationbecause of concems regarding bi ll impacts. The Department observes
that, because, pursuant to the Settlement, the Company hadno need for additional
resources, the Company appropr iately considered bill impacts when evaluating
resource scenarios. See Commomwealth Electric Company/Cambridge Electric Light
Company, D.P.U. 91-234-A at 15-17 (1993). However, in future IM proceedings

the Department expects the Company to investigate the impacts on system
optimization, as well as the short-term and long-termbi 1l impacts, associated with the
expansion of DSM program implementation.
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least-cost resource plan.

C. The Proposed Resource Plan

1. Introduction

Inthis Section of the Order, the Department reviews the Company's proposed
resource plan, and 1nparticular those resources that have been submitted for approval which
represent a change from the resource inventory identified by the Company inPhase 1 of this
IMproceeding. Inadditiontonewresources thatwere 1dentifiedthroughcompetitive
solicitations, the Company's proposed resource plan includes DM programs that were not
identified through a competitive fFP. The Company has also proposed to sell a portion of
the output of one of 1ts existing supply-side resources.

2. Standard of Review

Consistent wi'th the objectives of aPhase 111 review as set forth above, the Company's
proposed supply-side resource additions and deletions wi ll be approved 1f found to be
cossistet with a resource plan that cotains the mix of resources that 1s most likely to result
inareliable supply of electrical service at the lowest cost to society.

The Department’'s Phase 111 review of a proposed resource plan may address (1) new
resources that have been 1dentified through a competitive solicitation issued pursuant toa
Department order inPhase 1 of an IMproceeding, or () new resources that were identified
as resource options 1nacompany's Phase I IIM filing, but not tested 1na competitive
solicitation. lhen the Department has, 1n the course of 1ts Phase 111 review, addressed and
approved a company's resource selection process, new resources that a conpary 1dentifies as

resulting fromthatprocesswarrant limitedreview inorder todetermine(l) ifthey are, iIn
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fact, the legitimate result of that process and () 1f they are otherwise consistentwitha least-
costresource plan. New resources presented to the Department ina company'sPhase 111
filing that were not tested 1na competitive sol1citationapproved by the Department ina
Phase I IM order are specifically evaluated to determine i1f they would be consistentwitha
mix of resources that 1s most likely to result 1n a reliable syyply of electrical service at the
lowest cost to society.?

3. Supply-Side Resources

a. Introduction

As aresultof 1tsfFP and resource selection process whichwas approved by the
Department inPhase 1 of D.P.U. 92-181, the Company developed a supply-side award group
comprised of the following resources: (1) anoptionto purchase short-termenergy fromthe
ComElectric systembetween 1994 and 1998 ; (2) a capac ity and energy purchase of five to
fifteen megawatts ("MI") from the New York State Electric ¢ Gas ('NYSEG") system
between 1998 and 2008 ; and (3) a capac ity and energy purchase from the Newington unit,
owned by Northeast Utilities ("N\U"), between 1998 and 2008 (Exh. FGE-1 at 2-8). In
addition, the Company proposed a sale of a portion of the output of Fitchburginitr.

Fitchburg stated that, based on the results of the optimizationprocess described

2 IT an electric company seeks approval of a new resource that has not been presented
to the Department in i1ts Phase | IMM filing and 1s not the consequence of a
competitive solicitationapproved by the Department inaPhase 1 IMM order, the
company must demonstrate that (1) the acquisition of that resource could not have
occurred throughthe IMsol 1 citationstructure and () that the acquisitionofthat
resource 1s Inthe best interest of ratepayers. IMMRulemaking, D.P.U. 89-239,
at 47-48 (1990).
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above, 1t 1dentified two distinct timeframes during which the implementation of new
supply-side resources should occur (1d. at 2-4). The Company testified that, as a
conseguence of 1ts assessment of the anticipated energy and capac ity markets, it had
projected that there would be abundant generation avai lable inNew England between 1994
and 1998 "as a result of significant excesses on most of the utility systems' (Ir. 1, at ).
he Company asserted that, during thistimeperiod, a least-cost supply ofelectricity could
be achievedbyparticipating inthe short-termenergy markets and that, therefore, 1twould
not enter 1nto firm supply commitments thatwould require capacity related payments during
the 1994-1998 time period (1d. at 5-55).

The Company further stated that, for the years 1998 and beyond, 'most of the utilities
in the area are forecasting a tightening of the supply-and-demand situation' (1d. at%).
hus, the Company concluded that, for this time period, the least-cost optionwould be for 1t
to committo some 'very, very low-cost uti l ity generation' that 1thad identified through the
supply-si1de RFP, which 1t asserted may not be available 1nthe future years (id.).

b. ComElectric System Purchase

The Company stated that the proposal submitted by ComElectric would provide the
Company with the option to purchase short-term energy on a monthly basis, from
November 1, 1994 through October 31, 1998 (Ir. 1, at 57, Exh. FGE-1, at 2-8). The
Company testified that, under this option, itwould have the flexibil 1ty to purchase up to
2 Mi of the ComElectric systemenergy 1nany month that ComElectric's energyprice is
less than the cost of other altematives avai lable to the Company (1d. at28). 1T the Company

could arrange for lower cost energy, It could arrange to make such energy purchases wi thout
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incurring any obl igation to actually purchase energy from ComElectric (1d. at 2-4). The
Department finds that thi s purchase 1s consistentwiththeRFP 1ssued pursuant to the
Settlement approved by the Department anD.P.U. 92-181, 1 s the result of the resource
evaluation process approved by the Department inSection 111Babove, and 1s consistentwith
the mix of resources that 1s most likely to result in a reliable suply of electrical service at
the lowest cost to society. Therefore, the Department approves the ComElectricSystem
Purchase as part of the Company's Phase 111 resource plan.

C. NYSEG System Purchase

The Company stated that the purchase of capacity and energy fromNYSEG would
provide a flexible entitlement of 5 to 15 Mil (in 5 Ml blocks) to NYSEG's low-cost,
coal-based energy from November 1, 1998 through October 31, 2008 (Exh. FGE-1,
at 2-8, 9, 10). he proposed contract contains fixed capac ity rates and energy rates l inked to
coalpricesand inflation indices (id. at 1-10). The Department finds that the proposed
contractwithNYSEGwill enable the Company to conform to 1ts resource planning
guideline, as stated 1n the supply-side RFP, of limiting dependence ona single unit
(1d. at 1-2). Bypurchasing this capacity, the Company wouldhave the optionto sell
capacity from one of the units which currently constitutes more than fifteenpercent of the
Company's mixwhile maintaining sufficientcapacity tomeet customerdemands. The
Department finds that this purchase i1s sufficiently consistent with the fFP 1ssued pursuant to
the Settlement approved by the Department 1nD.P.U. 92-181, i s the result of the resource
evaluation process approved by the Department inSection 111Babove, and 1s consistentwith

the mix of resources that 1s most likely to result in a reliable suply of electrical service at
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the lowest cost to society. herefore, the Department approves the NYSEG System Purchase
as part of the Company's Phase 111 resource plan, subject to conditions identified inSection
I11.C3.e., below.

d. Newington Unit Purchase

The Company stated that the proposal fromN resulted inanagreement for the
purchase of 5 Ml of capacity and energy from NI's dual-fueled (o1 l- and gas-fired)
Newington unit, between November 1, 1998 and October 31, 2008 (ad. at 2-8). As with the
proposed NYSEG System Purchase, payments for energy would be tied to fuel costs and
inflation indices, while capacity payments would be fixed (1d. at 1-10).

As the Company testified, the Nlpurchasewill allowthe Companytolimitits
reliance ona single fuel type (inthis case, coal) to less than fifty percent (Ir. 1, at 96). The
Department finds that the proposed Nl contract wi Il enable the Company to conformto its
resource planning guidel ine, as stated inthe supply-sidefFP, of l imitiang dependence ona
single fuel type (Exh. FGE-], at 1-2). The Department finds that this purchase 1s
sufficiently consistentwiththelFP 1 ssuedpursuant to the Settlement approvedby the
Department anD.P.U. 92-18, 1 s the result of the resource evaluationprocess approved by
the Department inSection 111Babove, and 1s consistentwith the mixof resources that 1s
most likely toresult inareliable suply of electrical service at the lowest cost to society
Therefore, the Department approves the Newingtonlni tPurchase as part of the Company's
Phase 111 resource plan, subject to conditions identified inSection 111.C3.e., below.

e. Fitchburg lnit75ale

The Company stated that by committing to capacity purchases inthe post-1998



D.P.U. 92-181-A Page 2

timeframe, the Company found that 1twould have more capacity on 1ts system thannecessary
to meet NEPOOL requirements (Ir. 1, at 55). The Company indicated that, while the
NYSEG System and NewingtonUnitPurchaseswould offer savings to ratepayers, the
Company could achieve even greater savings by sell ing aportionof the output of Fitchburg
Unit 7, whiich would represent excess capacity (id. at 56).

Therefore, the Company indicated that 1tproposed the sale of a portionof the output
of Fitchburg Unit7to IPC. This proposal resulted 1n an agreement under which UPC
would purchase a 15 Ml entitlement in Fitchburg Unit 7 (Exh. FGE-1, at 2-5). The
Company stated that 1t would retain operational control of the unit, inorder to maintain
systemreliabilitywithin its service territory (id.). By lessening the Company's dependence
on its largestunit, the sale allows the Company to approachcompliancewith itsguideline of
Iimiting dependence on a single unit to fifteen percent of the Company's load. Accordingly,
the Department finds that this transaction 1s a critical component of the Company's least-cost
plan.

The Company did indicate that the sale of Fitchburg nit7would not occur unless
both the NYSEG System and Newington Unit purchases are consummated (Tr. 2, at 24).
The Department observes that the cost-effectiveness of the NYSEG and Nl purchases, when
set apart from the ComElectric purchase, 1s marginal and that the real value of these
purchases lies inthe fact that they would create an opportunity for the Company to sell a
portion of the output of Fitchburg Ihit7while still maintaining sufficient capacity to meet
customer demands (Exh. DP-69). i thinthi s context, the Department finds that the sale of

aportionof the output of Fatchburgnit7 1s consistent wi th the Settlement approved by the
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Department inD.P.U. 92-181, 1 s the result of the resource selectionprocess approved by the
Department inSection 1118 above, and 1s consistent with the mix of resources that 1s most
likely toresult inarel1able supply of electrical service at the lowest cost to society
Therefore, the Department approves the Fitchburg nit7Sale as part of the Company's
Phase 111 resource plan. However, the Department conditions approval of the Company's
resource plan, as pertains to the NYSEG System andNewingtonUni t purchases and the sale
of aportionof the output of Fitchburg Unit7that the Company has proposed, upon the
signing and approval of contracts for the purchase of NYSEG system power and Newington
unit power, and upon the sale of a portion of the output of Fitchburg Unit 7.

4, Demand-Side Management Resources

a. Introduction

The Company's proposed resource plan includes five DM programs - the Company's
three ongoing Cél programs and two new res idential programs sol 1 cited through the DM
RFPs (Exh. FGE-L, Part 3). The ongoing C&l programs are (1) the Small Lighting
Program, targeted at Cél customers whose demand does not exceed 3 Kli; (2) the C&l
Lighting Program, targeted at C&l customers whose demand exceeds 30 Kii; and (3) the
Comprehensive Efficiency Program, targeted at Cél customers whose demand exceeds
100 KW. The twonewresidential programs are (1) thefesidential SpaceHeatProgramand
(@ theResidential Lighting Catalog Program. Table 1 summarizes the projected program
activities for the years 1994 and 1995.

InthisSectionof the Order, the Department addresses whether each of the proposed

DM programs () is a legitimate result of the resource evaluation process approved by the
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Department inSection 1118, above, and (2) Is consistent with the mix of resources that Is
most likely to result in a reliable syply of electrical service at the lonest cost to society. In
addition, the Department addresses whether the MSE plans submi tted by the Company for
eachprogramare consistentwiththedirectives stated inD.P.U. 92-181 and wi th Department
precedent regarding MME activities (see Section 11.A above).

b. lesidential Electric Space Heat Program

i. Description

(A) ProgramDesign

The Company 1ssued anfFP for "turnkey" implementation of the RESHProgram on
March 31, 19932 Pursuant to its resource evaluationprocess, described inSection 111,
above, the Company selected Conservation Services Group ("CSG") to provide
implementation services for the RESH program dur ing 1994 and 1995 (Exh. FGE-1, at 3-2;
Exh. DPU-29).

The REH program 1 s designed to reduce the electricity consumptionof residential
customers having electricallyheateddwellings, bothsingle-andmulti-unitdwellings
(Exh. FGE-1, at 3-18). Installed measures include high efficiency lights, a hot water
package, air seal ingmeasures, and insulationtype measures (1d.). he program i1sdesigned
so that Fitchburg would pay 100 percent of the costs associ1atedwith the installation of the

DM measures and parti cipants would pay the costs associated with additional ventilation

B The Company testified that the RESHRFP was intended to solicitproposals for

implementation services provided within the context of a DM program designed and
to be overseen by the Company (Ir. 1, at 38).
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requirements (id.). The Company proposed to provide DM services throughthi s program
to 79 customers annually in 1994 and 1995 (id. at 3-19).* The program's benefit/cost
("B/C") ratio for 1994 and 1995 is projected to be 1.79 (R-DPU-2).

The Company indicated that, at the recommendation of CSG, the proposed level of
participant contributions was modified from the level described in the RFP (Exh. FGE-L,
at 3-18).” According to the Company, CSG stated that this modificationwould (1) ensure
that the Company's payments are for energy-saving improvements only, and not to improve
venti lation, whichshouldbe consideredahome improvement, (2) make iteasierfor
customers to understand the i r share of program costs, (9 simplify the administration of the
program (Exh. DPJ-52). In addition, CSG indicated that this level of participant
contributions has been shown towork well for other utilities (1d.). The Company projected
that the revised contribution levels would increase its costs by approximately Sir, or less

than one percent of the RESH Program's total costs (id.; Exh. DPU-35).%

“ The Company projects that the 79 annual parti cipants would include 4 customers

residing insingle family buildings and 3 customers residing inmulti-family buildings
(Exh. DPU-55). The Company indicated that, although CSG 1s not required to

provide servicestoaspecificnumber of multi-fami ly and low-1ncome customers, the
Company wi ll monitor participation levels for these customers to determine whether it
would be appropriate to target these customers speciftically (Exh. DPU-57).

A The participant contribution levels described in the RFP would have had the Company

pay 10 percent of the costs associatedwi th l ighting and hot water measures, and
participants pay 9 percent of the costs associated with air seal ing, venti lation, and
insulation measures (Exh. FGE-1, at 3-18).

% This amount i s based on the assumpti on that 3 percent of the programparticipants

will require additional ventilation work.
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(B) Proposed 1994 M(E Activities

Inthe savingsverificationplan includedwith itsbidproposal, C5Gproposed to ver i fy
programsavings and the persistence of those savings over time through the use ofa
computerizedbilling analysis (Exh. FGE-L, Part 3, Attachment 1). CSG stated that the
billing amalysis will corpare the electric bills of program participats to the electric bills of a
randomly-chosen, stratified comparisongroup (id.).” CSG stated thatparticipants'bills
wi ll be reevaluated at six month intervals during the entire term of the project, in order to
measure the persistence of program savings (id.).

he Company stated that 1t would conduct random site visits and callbacks to review
the qual ity of work performed and equipment installed by CSG and would monitor the
comprehensiveness of measures installed through monthly reports submitted by CSG (i d.
at 3-24). Inaddition, the Company stated that 1t would perform impact and process
evaluations for thi s program, to be submitted with 1ts semiannual Var1ance and Process
feports (1d.). The Company stated that 1ts impact evaluationwill include a comparisonof
actual programresults with 1ts projected activities (Exh. DPi59). The Company stated that
the process evaluationwi ll consistof the following components: (1) areview of the
characteristics of participants and nonparticipaits; @ a review of marketing effectiveness;
() a review of program del 1very effectiveness; and (§) a review of the characteristics of the

energy conservation measures installed through this program (Exh. DPU-60).

A CSG stated that all program parti cipants who have sufficientbillingdatawill be
included 1n the billing analysis (Exh. FGE-1, Part 3, Attachment 1).
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ii. Analysis and Findings

The RFP for the turnkey implementation of the RESHProgramwas 1 ssued pursuant
to the Settlement approved by the Department in the Company's Phase I proceeding. Inthis
Phase 111 review, the Department has found that the RFP's ranking criteria and the
Comparny’s resource evaluation process were consistent with the requirements set forth inthe
IMregulations (seelSectionll.Band I11.B, above). Accordingly, the Department’'s
Phase 111 review of the RESH Program wi Il focus on (1) whether the proposed level of
participant contributions, modified since the Phase 1 approval of the fFP, 1s reasonable, and
(2) whether the proposed M(E plans are consistent with the directives stated iIn
D.P.U. 92-181 and w1 th Department precedent regarding MCE activities.

llith respect to the modifiedparticipant contribution levels, the Department agrees
withthe Company's contentionthat the modified levels should simpl 1 fy the implementation
and administrationof thisprogram, whi le having only aminimal effect on the amount of
total program costs that are bome by non-participants.? Accordingly, the Department finds
that the modified participant contribution levels are reasonable.

The Company was directed to submit MME plans for this program that 1dentify, ata
minimum, "(1) the plans for verifying that the DM measures are properly installed, (2) the
party thatwi Il conduct the impact evaluation and the types of impact evaluationmethods to

be used, and (3) the process evaluation plans." D.P.U. 92-181, at 20-21. The Department

28 The Department notes that the modi ficationof the participant contribution levels
results primarily inaredistribution of the program costs that are bome by program
participants.



D.P.U. 92-181-A Page 28

finds that the ME plans submi tted by the Company satisfy these directives for the following
reasons:. (1) the Company stated that itwouldvisittwo sites per week, selected ona random
basis, toreviewthe qual ity of work performed and equipment installedby CG; (2) the
ME plans contain sufficient information regarding CSG's proposed impact evaluation
activities; and (3 the Company stated that 1twould performaprocess evaluationofthis
program.

The Department has previously stated thatbilling analysis, with the use ofa
compar iIsongroup, 1S anappropr iate measurement technique for determining estimated energy

savings. lestern Massachusetts Electric Company, D.P.U. 91-44 ('D.P.U. 91-44"), at 139

(1991) ; Massachusetts Electric Company, D.P.U. 90-261, at 103 (1991). In addition, the

Department has previously emphasized the importance of measuring persistence of program
savings. D.P.U. 91-4, at 148; D.P.l. 90-261, at 11l. The Department finds that the
Company's 199 1mpact evaluationplans for thi s program, as descr ibed above, are consistent
with Department precedent.

Based on the above analysis, the Department finds that the RESH Program is
sufficiently consistentwiththelFP 1 ssuedpursuant to the Settlement approvedby the
Department inD.P.l. 92-181, 1s consistent with the RFP's rank1ng system approved by the
Department inSection 1 Babove, i1s the result of the resource evaluationprocess approved by
the Department inSection 111Babove, and 1s consistentwith the mixof resources that 1s
most likely toresult inareliable supply of electrical service at the lowest cost to society
Therefore, the Department approves the REH Program as part of the Company's Phase 111

resource plan. The Department notes that i1ts approval of this programwas inpartbased on
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areview of the CC rates and bi 1l impacts that would result from the implementationof this
program and the other proposed DSM programs, as 1dentified in Exhibit FGE-1 at5-7, 8.
herefore, the Department’s approval of this program 1s conditioned upon the calculation and
1mplementation of CC rates that are largely consistent wi th the proposed CC rates identified
inthe Company'sPhase 11 filing, assummarized inTable4attachedto thisOrder.

C. Residential Lighting Catalog Program

i. Description

(A) ProgramDesign

The Company 1ssued anfFP for "turnkey" implementation of the ILC Program on
March 31, 1993 Pursuant to its resource evaluationprocess, described inSection 1118,
above, the Company selected Energy Federation Inc. ('"EF1") to provide implementation
services for the RLC program during 1994 and 1995 (Exh. FGE-1, at 3-2; Exh. DPU-30).

The RLC Program i s designed to provide residential customers access to energy
efficiency lighting products via a Company-sponsored mai l-order catalog (Exh. FGE-L,
at 3%).Y A maximum of eight energy-efficient lighting measures will be avai lable to

residential customers(r. 2, at%).! Fitchburgwi ll subsidizeYpercent of theretail costs

2 The Company testi fied that the ALCRFPwas intended to solicitproposals for

implementation services provided within the context of a DM program designed and
to be overseen by the Company (Ir. 1, at 38).

¥ The Company stated that a secondary objective of thisprogram istodevelopa
marketdriven demand for energy-efficient lighting products to encourage distribution
through retail channels (Exh FGE-1, at 3-25).

. The Company indicated that 1t expects that the average customer order wi ll be four

bulbs (Tr. 2, at ).
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of the products (Exh. FGE-1, at 3-25). The Company stated that 1twould monitor program
performance to assess the appropriateness of the rebate level (Exh. DPU-41). The Company
proposed to serve 798 participantsduring 1994 and 92 participants during 1995 TheB/C
ratio for 1994 and 1995 1s projected to be 2.80 (R-DPU-6).

(B) Proposed 1994 M(E Activities

In the savings verification plan included with 1ts bidproposal, EFI proposed to verify
program savings through site visits to catalog customers (Exh. FGE-1, Part 3,
Attachment . EF1 stated that the purpose of the site visits, whichwill be performed after
nine months of program operation, when a sizable number of visits will have been completed
and program refinements wi ll have occurred, 1s toverify the installationof the lighting
measures (id)* EFI claimed that the use of abilling analysis to determine energy savings
for this programwould be costly andwouldnotnecessari ly provide useful results because
lighting is generally asmall part of residential customers' total energy usage (id.).

EFI stated that itwi ll reviewevaluations of other utilities' residential lighting
programs inan effort to gainmore information about bum-times of bulbs purchased through
this type of program (®-DPl-9).* EFI stated that burn-times reported in these
evaluations wi ll be used to ver 1 fy bum-time informationcollected during 1ts sitevisitsto

programparticipants (id.). Inaddition, EFI proposed to estimate coincident peak demand

® EF1 stated that, from a random sample of 30 program participants, aminimum of
200 sites will be visited (Exh. FGE-], Part 3, Attachment 2).

# These utilities include Pacific Gas and Electric Company, New England Electric
Power Company, and iisconsin Power and Light Company (RR-DPU-9).
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savings using residential load curves analyses performed for NYSEG, New England Electric
System, and N\U (Exh. FGE-1, Part 3, Attachment 2).

Frtchhurg stated that 1twi ll conduct random callbacks toreview the qual ity of services
provided by EF1 and the qual 1ty of equipment purchased. In addition, Fitchburg states that 1t
wi Il perform impact and process evaluations for this program, to be submittedwith its
semiannual Variance and Process Reports (id. at 3-30, 31).

ii. Analysis and Findings

The RFP for the turnkey implementation of the ALC Programwas 1ssued pursuant to
the Settlement approved by the Department 1n the Company's Phase 1 proceeding. Inthis
Phase 111 review, the Department has found that the RFP's ranking criteria and the
Comparny’s resource evaluation process were consistent with the requirements set forth inthe
IMregulations (seeSections 11.Band 111.B, above). Accordingly, the Department’'s Phase
111 review of the RLC programwi Il focus onwhether the proposed ME plans are consistent
withthedirectives stated 1nD.P.U. 92-181 and wi thDepartment precedent regarding \GE
activities.

The Company was directed to submit MME plans for this program that 1dentify, ata
minimum, "(1) the plans for verifying that the DM measures are properly installed, (2) the
party thatwi Il conduct the impact evaluation and the types of impact evaluationmethods to
be used, and (3) the process evaluation plans." D.P.U. 92-181, at 20-21. The Department
finds that the ME plans submi tted by the Company satisfy these directives for the following
reasons: (1) the Company stated that 1t would conduct callbacks to review the qual ity of

work performed by EFI and the qual i1ty of equipment purchased; (2) the MiE plans contain
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sufficient informationregarding EF1's proposed impact evaluationactivities; and (3 the
Company stated that 1t would perform a process evaluation of this program.
The Department has previously stated that compani es should pursue the measurement

of DM program savings to the extent that the marginal value of the measurements exceed

the marginal cost of obtaining the measurements. Boston Edison Company, D.P.U. 90-33,
at 100 (1992). The Department finds that EFI, inproposing to estimate programsavings
using sitevisits, incombinationwith bulb bumtime and coincident peak demand information
provided by other uti lities’ studies, has appropriately considered the marginal value and cost
associated withvarious measurement activities. Thus, the Department finds that the
Company's 199 1mpact evaluationplans for thi s program, as descr ibed above, are consistent
with Department precedent.

Based on the above analysis, the Department finds that the LC Program 1Is consistent
with the RFP Issued pursuant to the Settlement approved by the Department in
D.P.U. 92181, 1s the result of the resource evaluation process approved by the Department
inSection 111Babove, ad 1s consistent with the mix of resources that ismost likely toresult
inareliable supply of electrical service at the lowest cost to society. herefore, the
Department approves the LC Program as part of the Company's Phase 111 resource plan.
The Department notes that 1ts approval of this programwas inpartbasedonareview of the
CCrates andbill impacts that would result from the implementation of this program and the
other proposedDSMprograms, as identified inExhibitFGE-lat5-7, 8. Therefore, the
Department's approval of this program 1s conditioned upon the calculation and

1mplementation of CC rates that are largely consistent wi th the proposed CC rates identified
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inthe Company'sPhase 1l filing, assummarized inTable4attachedto thisOrder.

d. Small Commercial Lighting Program

i. Description

(A) ProgramDesign

The Company began implementation of the Small Commercial Lighting Program in
1992 (Exh. DPU-77, at 2-1). The program Is designed to increase the efficiency of
commercial lighting equipment through the installation of energy efficient lighting fixtures,
ballasts, lamps, and other energy efficient lighting equipment, and is targeted at small
commercial customerswhose demand 1s under Kl (id.). Energy efficientlighting
products are installed inparticipating facilities atno costto the customer (id.).

The Company proposes to provide services anmually to 70 customers 1n1994 and
1995 (Exh. FGE-1, at 3-38). The B/C ratio for these years is projected to be 1.95 (id.).
The Company projects to have served 13 percent of the 2,6% customers that are eligible to
participate in this program through 1995 (id.).*

(B) Proposed 1994 M(E Activities

The Company stated that 1ts 1994 M¢E plans for thi s programs include both impact
and process evaluations (Exh. FGE-L, at 33%). The proposed impact evaluation includes the
following activities: () billinghistoryanalysis; () savings and costvariance analysis;
@ mnstallation and equipment analysis (id). The proposed process evaluation includes the

following activities: () a reviewof marketing tecmiques and customer response rates; () a

¥ The Company testified that it currently projects that this level of participation
represents the saturation of the market for this program (Tr. 2, at 68).
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review of suppl 1ers and equipment installers (including both the selection process of vendors
and their performance) ; and (9) a review of the characteristics of participating customers
(e.q., size, SIC code) (1d.).

The Company stated that, 1n1992, it performed abilling analysis of program
participants to determine the estimated energy savings for this program (Exh. DPU-77,
at 2-9). lhebilling analysis compared the pre- andpost-installationenergy usage of
customers who participated inthe program (the ‘participant’ group) and X randomly-chosen
customers who were not program parti cipants (the "compar i son'group).® Inaddition, the
Company stated that 1t determined the 1992 estimated demand savings for this program based
on pre- and post-installation metering of a representative sample of lighting circuits at the
sites of 1992 program participants (Ir. 2, at 147).* The Company appl ied a five percent
free-rider adjustment to programdemand and energy savings, based ondata obtained from
other electric utilities (Exh. DPI-77, Appendix TA-). Finally, the Company stated that, as
partof 1ts 1992 pre- and post-installationaudits atprogramparticipants' sites, 1t surveyed
participants for estimates of l 1ghting hours-of-use (Exh. DPU-77, at 2-11). The Company

stated that the 1 1ghting hours-of-use reported by participants was significantly lower that

¥ Energy usage inthe pre-installationperiodwas measured from October 1991 through
March 1992; energy usage in the post-installation period was measured from October
1992 through March 199s.

% Coincidentpeakdemand savingswere estimatedbasedon load researchdata(lr. 2,
at 148).
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lighting hours-of-use data provided by NEPOOL® and hours-of-use data impl i ed by the
balling analysis. The Company claimed that these compar isons indicate thatparticipants
underestimate their lighting hours-of-use (i1d.).

ii. Analysis and Findings

The Small Commercial Lighting Program was not selected through a competitive fFP
1ssued 1nthe context of the Company’s current IfMproceeding. The Departmentnotes,
however, that the design of thi s program has previously been reviewed and approved by the
Department, and that impact and process evaluations of this program indi cated that the

programwas implemented cost-effectivelyduring1992.® See Fitchburg Gas and Electric

Light Company, D.P.U. 89-179 (1991) ('D.P.U. 89-1719"). Accordingly, the Phase 111

reviewof thisprogramwi ll focus ontwo issues: () the lack of participant contributions;
and (2) whether the proposed MGE plans are consistent with the directives stated iIn
D.P.U 92-181 and Department precedent regarding MLE activities.

The Department has previously stated that companies are expected to "actively
iInvestigate and implement' increased participant contributions intheir DMprograms.

llestern Massachusetts Electric Company, D.P.l. 92-13, at 11 (1992). The Department

expects that the Company wi Il propose participant contribution levels for this program in 1ts

4 The NEPOOL data indicated an average of approximately 5,000 annual hours of

lightingusage for these customers, whi le the estimates reported by participantswere
approximately 2500 hours (Exh. DPU-77, at 2-24).

® The Company submitted 1ts 1992 impact and process evaluations reports of this

programwith 1ts DSMVariance and Process feport, submi tted to the Department on
June 8, 1993. See Exh. DPU-T7.
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next IRM cycle.

The Company was directed to submit ME plans for thi s program that comply with
Department precedent as it relates to process and impact evaluations. D.P.U. 92-181, at 2.
The Department has previously stated that bi Il ing analysi s, with the use of a comparison
group, 1S anappropr 1ate measurement technique for determining estimated energy savings.
D.P.U. 91-44, at 139; D.P.U. 90-261, at 103. Accordingly, the Department finds that the
Company’s proposal to use billing analysis to determine its estimated energy savings for this
program during 1994 is consistent with Department precedent.

The Department, however, has concerns regarding the Company's use of a
randomly-selected comparisongroup in 1ts1992bi 1l ing analysis. The Department notes that
the purpose of using a comparisongroup inabilling analysis 1stoprovide information
regarding what the energy usage of program parti cipants would have been in the absence of
participation inthe program. Thus, 1t is important that the compar 1 son group be comprised
of customers whose energy usage pattems are reflective of the energy usage pattems of the
participantgroup. The Department 1s not convinced that a randomly-selected comparison
grouwp satisfies this criteria. Accordingly, the Company i1s directed to select the comparison
group for 1ts 199% billing analysis from the list of customers waiting to participate inthe
program or to stratify the comparisongroup 1nanattempt to better reflect the energy usage
pattems of the parti cipant group, unless the Company candemonstrate thatthisdirective is
not appropriate.

As afinal matter, the Department notes that the Company claimed that the l1ghting

hours-of-use reported by program participants during 199 were significantly lower than the
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hours-of-use data provided by NEPOOL and the hours-of-use data implied by the balling
analysis. Inaneffort to reconcile these different estimates, the Company 1s directed, as part
of 1ts 199 impact evaluation activities, to perform hours-ofuse metering of a representative
sample of lighting circuits at the sites of 199 program participants, through the use of
I 1ghting loggers or some other measurement technology. The results of thismetering, In
conjunctionwiththe results of the pre- and post-installationmetering of 1 ighting demand
load, may be used to verify the results of the billing analysis.

Based onthe above analysis and subject to the conditions stated above, the
Department finds that the Small Commercial LightingProgram i1s the result of the resource
evaluation process approved by the Department inSection 111Babove, and 1s consistentwith
the mix of resources that 1s most likely to result in a reliable suply of electrical service at
the lowest cost to society. Therefore, the Department approves the Small Commercial
Lighting Program as part of the Company's Phase 111 resource plan. The Department notes
that 1ts approval of this programwas inpartbased onareview of the CC rates andbill
1mpacts that would result from the implementation of thi s program and the other proposed
DSM programs, as i1dentified in Exhibit FGE-1 at5-7, 8. Therefore, the Department’'s
approval of this program 1s conditioned upon the calculation and implementation of CC rates
that are largely consistentwi th the proposed CC rates identified inthe Company'sPhase 111

filing, as summarized inTable 4 attached to this Order.
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e. Cil Lighting Program

i. Description

(A) ProgramDesign

The Company began implementing the C&l Lighting Program 1n1991 (Exh. FGE-T,
at 31). The program i s targeted at commercial and industrial customers whose average
monthly demand exceeds I Kl (1d.).* Pre-calculated rebates are based onthe additional
costs of install ing energy efficiet lighting equipment rather than standard lighting equipment,
notto exceedipercentof the total equipmentand installationcosts (Exh. FGE-],
at 340).” The cost-effectiveness of eachproject and the rebate amounts are determined by
a pre-installation audit, including metering of existing lighting equipment demand.
Installation of equipment 1s completed by a customer-selected contractor. The Company
performs a post-installation audit and verifies the reported demand reduction before a rebate
1S 1ssued to the customer (1d.).

The Company proposed to provide services, both 1n1994 and 1995, to customers
whose 1992 sales equal approximately 18,000 MiH (Exh. FGE-1, at 3-41).* The B/C

Ratio 1s projected to be 1.80 1n 1994, and 1.85 1n 1995 (1d. at 3-43). The Company projects

9 There are 36 customers eligible toparticipate inthis program (Exh. DPU-T7,

at 3-11).
“° The Company stated that the rebate levels for equipment replacement are set to
encourage the replacement of 1 1ghting systems and hardwired fixtures, rather than
simple lamp replacements (Exh. FGE-T7, at 3-1).

i he Company stated that, because of the heterogeneity of the customers eligible to

participate inthisprogram, participation is expressed inMHsales rather than
number of customers (Ir. 2, at 77).
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that, through the end of 199, 1twi Il have captured?i.3percent of the available lighting
savings for these customers, as determined by its technical potential report (id., at 3-4).”

The Company stated that, inresponse to aDepartmentdirective inD.P.U. 89-179, its
first DM preapproval proceeding, itanalyzed participation inthis program during 1991 and
1992by small tomediumsize customers (1.e., those whose demand do not exceed 100Kl)
(Exh. DPU-T7, Append i x TA-3). The Company found that, although customers ofall sizes
participated inthe program, small to medium size customers didnot participate to as greata
degree as larger customers (1.e., those whose demand exceed 100 Kil). The Company
stated that, 1f the 1993 participationof small to medium size customers remains low, itwill
consider introducing a directmai l marketing campaignaimed at these customers during 199

(id.).

(B) Proposed 1994 M(E Activities

The Company stated that 1ts 1994 M¢E plans for thi s programs include both impact
and process evaluations (Exh. FGE-, at 32). The proposed 1mpact evaluation includes the
following activities: () balling history analysis of programparticipants; @ metering of pre-
andpost-installationKiloads; () savingsandcostvariance analysis; and(4) installation
and equipment analysis (1d.). The proposed process evaluation includes the following
activities: () a reviewof marketing tecmiques and customer response rates; () a review of
supmliers and equipment installers (including both the selection process of vendors and their

performance); and () areview of the characteristics of participating customer (e.g., size,

“ The Comparny testified that this level of participation represents its current projection
of saturation for this program market (Tr. 2, at 77).
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SIC code) (1d.).

In1992, the Company determined the estimated demand savings for this program
based onpre-andpost-installationmetering of lighting circuits atthe sites ofprogram
participants (Ir. 2, at 164).* In the determination of the estimated energy savings, the
Company rel 1ed on hours-of-use data that was reported by participating customers, as
compared tomeasureddata (id.). The Company appl 1eda 2 percent free-rider adjustment
to program demand and energy savings, based ondata obtained from other electricutilities
(Exh. DPU-86).

The Company performedabi ll ing analysis of 1992 program participants inaneffort
to measure post-installation energy savings (Exh. DPU-77, at 3-8).“ The results of the
billing analysis showed that, of the eight 1992 participants included in the analysis, three
participants showed a decrease 1n energy usage from the pre-installation to the
post-installation period, four participants showed increased energy usage over the same
period, and one participant’'s usage didnot change significantly (id. at 3-11). The Company
1dentified three problems with using billing analysis to estimate savings for participants in
this program: ({) for those participants who increased load, decreased load, or shifted usage

pattems i1nthe post-installationperiod, the results of abilling analysis aredifficult to

“ The Company stated that coinc ident peak demand savings was based on load research

data (Exh. DPU-85).
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The Company stated that, for the e ight program participant that had sufficientbilling
data, energy and demand usage dur ing the pre-installation and the post-installation
time periods were compared (Exh. DPU-77, at 3-8-9). The Company stated that,
because of the difficulty infinding comparable customers within Fitchburg's service
territory, a comparison group was not used i1n the analysis (i1d. at 3-12).
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interpret; () lighting 1s generally a small part of these customers' overall load and thus may
be indiscemible inthe statistical variance of routinebilling;*and (3 the difficulty in
finding a comparable control groupwithin Fitchburg's service territory, because of the
relatively small size of 1ts service territory and the heterogeneity of the participating
customers (id. at 3, ). he Company testified that, based onpost-installationsitevisits,
1twas determined that all participants that showed Increased usage inthe billing analysis had
undergone significant changes i1n their hours of operation (1d.).

ii. Analysis and Findings

The Cél Lighting Programwas not selected through a competitivefFP issued inthe
context of the Company's current IM proceeding. The Department notes, however, that the
designof this programhas previously been reviewed and approved by the Department, and
that impact and process evaluations of this program indi cated that the programwas
implemented cost-effectively during 1992.° See D.P.l. 89-179. Accordingly, the
Phase 111 review of this programwi Il focus onwhether the proposed M(E plans are
consistentwiththedirectives stated inD.P.U 92-189 and Department precedent regarding
M(E activities.

The Company was directed to submit ME plans for thi s program that comply with

“ The Company stated that, based on end-use load data, the average pre-installation
lighting load of the 1992 program participants i1s approximately eightpercent of their
total energy requirements (Exh. DPU-92).

“6 The Company submitted 1ts 1992 impact and process evaluations reports of this
programwith 1ts DSMVariance and Process feport, submi tted to the Department on
June 8, 1993. See Exh. DPU-T7.
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Department precedent as i1t relates to process and impact evaluations. DP.U. 92-18], at 21.
The Department notes that this program is the Company's largest DM program, in terms of
dollars spent. The Department has previously stated that, for those programs where spending
and savings levels are relatively high, companies should pursue pre- and post-installation
measurement activities that will result in relatively higrecision estimates of energy and
capacity savings. D.P.U. 91-4, at 137. The Department has previously stated that savings
estimates should be based onpre- and post-instal lat1 onmeasurements and has rejected the use
of engineering estimates todetermine savings, except innarrowly defined circumstances. Id.
at 143.

The Department notes that the Company conductedabilling analysis of program
participants inanefforttomeasure post-installationenergy savings and accepts the reasons
givenby the Company regarding why thi s type of analysis maynotbe appropr iate for this
program in its service territory. The Department di rects the Company to explore methods by
whichbillinganalysis canbe made appl icable to thisprogram(e.g., by the use ofamultiple
regressionanalysis or the use of compar 1 songroup usage data obtained fromother electric
companies). 1T the Company determines that the costs of conducting a billing analysis would
exceed the value to be provided by the analysis, 1t shoulddiscontinue the use ofbilling
analysis during 1994

Inaddition, the Department directs the Company to perform hours-of-use metering of
arepresentative sample of lighting circuits at the sites of 199% program participants. The
results of the hours-of-use metering, incombinationwith the results of the pre- and

post-installationmetering of I 1ghting demand load, may be used to val i1date the energy
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savings estimated by the billing analysis or, 1f the Company decides to discontinue the billing
analysis, may be used as the sole determinant of energy savings estimates.

Based on the above analysis and subject to the conditions stated above, the
Department finds that the C&l Lighting Program i1 s the result of the resource evaluation
process approved by the Department inSection 111.Babove, and 1s consistentwiththemixof
resources that 1s most likely to result 1n a reliable suply of electrical service at the lonest
cost to society. herefore, the Department approves the Cél Lighting Program as part of
the Company's Phase 111 resource plan. The Department notes that 1ts approval of this
programwas inpartbased onareview of the CC rates and bill impacts that would result
from the implementation of this program and the other proposed DSM programs, as
identified in Exhibit FGE-1 at5-7, 8. Therefore, the Department’'s approval of this program
1s coditioned upon the calculation and inplementation of CC rates that are largely consistent
withthe proposedCCrates identified inthe Company'sPhase 111 filing,as summarized in
Table 4 attached to this Order.

f. Comprehensive Efficiency Program

i. Description

(A) ProgramDesign

The Company began implementing the Comprehensive EfficiencyProgram in199?
(Exh. DPU-77, at 4-1). The program 1s designed to solicit customproposals from Cél
customerswhose demand exceeds 100 Ki. Eligible measures include high-efficiency
motors, variable speeddrives, storage cool ing, bui lding shell improvements, refrigeration

and site-specificprocess energy improvements (i1d.). kebates are based upon the value of the
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demand and energy savings, not to exceed Y percent of the total equipment and installation
costs. The cost-effectiveness of each project and the rebate amounts are determinedby a
pre-installationaudit, includingmetering of the targetedequipmentdemand. Installationof
equipment 1s completed by a customer-selected contractor. The Company performs a post-
installation audit and verifies demand reduction before a rebate 1s 1ssued to the customer
(1d.).

The Company proposed to provide services, both 1n1994 and 1995, to customers
whose 1992 sales equal approximately 17,600 MiIH (Exh. FGE-1, at 3-47). The B/C ratio
IS projected to be 2.25 during 1994 and 2.43 duriang 1995 (1d. at 3-49). The Company
projects that, through the end of 1995, it wi Il have captured !l percent of the avai lable
savings for these customers, as determined by its technical potential report (id. at 35)."

(B) Proposed 1994 M(E Activities

The Company stated that 1ts 1994 M¢E plans for thi s programs include both impact
and process evaluations (Exh. FGE-L, at 38). The proposed impact evaluation includes the
following activities: () balling history analysis of programparticipants; () metering of pre-
andpost-installationKiloads; () savingsandcostvariance analysis; and(4) installation
and equipment analysis (1d.). The Company stated that, because of the small number of
program participants, no comparisongroupwill be used inthe billing analysis (1d.). The
Company asserted that detai led end-use metering of pre- and post-installationKil loads, as

well as hours of operation, should provide a more accurate estimate of the program savings

i The Comparny testified that this level of participation represents its current projection
of saturation for this program market (Tr. 2, at 172).
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(1d.).

The proposed process evaluation includes the following activities: (1) areviewof
marketing techniques and customer response rates; (9 areviewof suppliers andequipment
installers (including both the selection process of the vendors and their performance) ; and
() ananalysis of the characteristics of participating customers (e.g., size, SIC code) (1d.).
The Company stated one objective of the process evaluation is to 1dentify reasons for
non-participation from the el igible customer base 1n an effort to improve the program's
cost-effectiveness (i1d.).

In1992, the Company determined the estimated demand savings for this program
based on pre- and post-installationmetering of the targeted equipment (Exh. DPU-84).%
However, Inthe determinationof the estimated energy savings, the Company reliedon
hours-of-use data thatwas reported by participating customers, as compared to measureddata
(id.).” The Company applied a2 percent free-rider adjustment to programdemand and

energy savings, based on data obtained from other electric utilities (id.).”

“8 The Company reported that two customers participated inthis programduring 199’

(Exh. DPU-T7, at 4-5). One participant installed high-temperature insulationblankets
foridlpiecesof injectionmolding equipment (Exh. DPU-84). The reported savings
fromthi sproject represented approximately 99 percent of the total programsavings
(Exh.DPU-77, at 4-5). The other programparticipant installedahighefficiency
motor (Exh. DPU-84).

9 The Company testified that post-installationsitevisits confimmedthat the measures

were properly installed, but the equipment was not metered over a period of time due
to the participant's concem that the meteringwould interrupt productionat the facility
(Exh. DPU-T7, at 4-6).

¥ he Company stated that coincident peak demand savings were based on load research

data (Exh. DPU-84).
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ii. Analysis and Findings

The Comprehensive Efficiency Programwas not selected through a competitive fFP
1ssued 1nthe context of the Company’s current IfMproceeding. The Departmentnotes,
however, that the design of this program has previously been reviewed and approved by the
Department, and that the impact evaluation of this program indicated that the programwas
implemented cost-effectively during 1992." See D.P.l. 89-179. Accordingly, the
Phase 111 review of this programwi Il focus onwhether the proposed M(E plans are
consistentwiththedirectives stated inD.P.J 92-189 and Department precedent regarding
M(E activities.

The Company was directed to submit ME plans for this program that comply with
Department precedent as i1t relates to process and impact evaluations. DP.U. 92-18], at 2L.
The Department notes that this program is the Company's second largest DM program in
terms of dollars spent, and the largest program interms of estimated savings. The
Department has previously stated that, for those programs where spending and savings levels
are relatively high, companies should pursue pre- and post-installationmeasurement activities
thatwi ll result inrelatively high-precisionestimates of energy and capacity savings
D.P.U. 91-4, at 137. The Departmenthas previously stated that savings estimates should
be based on pre- and post-installationmeasurements and has rejected the use of engineering

estimates to determine savings, except innarrowly defined circumstances. Id. at 1&.

o The Company submitted 1ts 1992 impact evaluationof this programwi th its DM
lariance and Process Report, submitted to the Department on June 8, 1993. See
Exh. DPU-T7.
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Accordingly, the Departmentdirects the Company to conduct pre- and post-installation
meter ing of demand load and hours-of-use at the sites of all 1994 program participants.”
Based onthe above analysis and subject to the conditions stated above, the
Department finds that the Comprehensive EfficiencyProgram i1s the resultof the resource
evaluation process approved by the Department inSection 111Babove, and 1s consistentwith
the mix of resources that 1s most likely to result in a reliable suply of electrical service at
the lowest cost to society. Therefore, the Department approves the Comprehensive
Efficiency Program as part of the Company's Phase 111 resource plan.

The Department notes that 1ts approval of this programwas inpartbasedonareview
of the CC rates and bi Il impacts that would result from the 1mplementation of this program
and the other proposed DM programs, as identified in Exhibit FGE-lat5-7, 8. Therefore,
the Department’'s approval of this program i1s conditioned upon the calculationand
1mplementation of CC rates that are largely consistent wi th the proposed CC rates identified
inthe Company'sPhase 11 filing, assummarized inTable4attachedto thisOrder.

g. Summary of the Proposed DSM Resources

Based onthe analys i s provided above and subject to the condi tions stated above, the
Department finds that the Company's proposed DM programs are consistentwiththemixof
resources that 1s most likely to result 1n a reliable suply of electrical service at thre lonest

cost to society. However, the Department 1s concemed by the absence of lost opportunity

% The Department notes that, for equipment that 1s subject to avariable power load, 1t

IS necessary to meter demand load over a period of time that captures the actual
demand savings.
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programs (i.e., new constructionor renovation projects). The Company i1s directed to
develop plans to address these market-driven DM opportunities in itsnext IMM cycle.’
Finally, as stated 1nD.P.l. 92-181, at 19, the Company 1s expected, in 1tsnext IfM cycle,
to submitplans for the competitive procurement of DM resource in 1ts service territory.

5. Summary of the Company's Proposed Resource Plan

Based onthe analys i s provided above and subject to the condi tions stated above, the
Department finds that the Company’s proposed resource plan contains the mix of resources
that 1s most likely to result inareliable suply of electrical service at the lowest cost to

society. Accordingly, the Department approves the proposed resource plan as submitted.

# The Company wi Il be expected to address the cost-effectiveness of joining the Super

Efficiency Refrigeration Program. See Tr. 2, at 59-61.
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1.

PHASE 1V RESORRCE CONRACTING

A. Introduction

InPhase 1V, the IIM regulations specify procedures for Department review of

contractswithprojectdevelopers approved inthePhase 111 resource plan, and the terms by

which electric companies would recover costs for resources procured through those contracts.

220 C.M.R. §10.06. The Company has requested Phase IV review of the contracts for i1ts

residential DM programs, and the costs associatedwith the industrial, commercial, and

residential DM programs included in the resource plan for which itwould seek recovery

through its CC.* Inthis section, the Department conducts aPhase IVreview of the

Company's residential DSM programs.

5

The Company contended that the contract for sale of anentitlement in the Fitchburg
Unit7toUPC does not require approval by the Department 1nPhase IV of the 1M
process, but would be filed wi th the Department as an affil1ate transaction(r. 1,
at 2-24). Ihi le the Department, inSection 111.C, above, has noted that the sale of
anentitlement inthe Fitchburg init7would affect approval of the Nl and NYSEG
resource acquisitions, the Departmentdoes not expect to review the contract for the
sale of an entitlement 1n the Fitchburg 7 in a Phase 1V IRM proceeding.

The Company also contended that, because of the short-termduration of the
obl i gationundertakenby the Company, approval of the ComElectric systempurchase
contract inPhase 1V of the IMMprocess 1snotnecessary (i1d.). The IIMregulations
require the Department, inPhase 1V, toreview final contracts inanelectric
company's award group that have been approved by the Department 1nPhase 111.
220 C.M.R.§10.06(3). \hi le the costrecoveryprovisions of individual contracts
may di ffer, the Department must, inPhase 1V, approve contracts for resource
acquisitions betweenan electric company and project developers before cost recovery
1s allowed. 220 C.M.R. §10.06(3). Accordingly, the ComElectric system purchase,
aswell as the NYSEG and Nl resource acquisition contracts must be approved by the
Department inPhase lIVbefore cost recovery is allowed. The Department expects
that contracts submitted inPhase IVwill be consistent with the rates, terms and
conditions for the resource acquisitions that have been approved by the Department as
part of the Company's Phase 111 resource plan.
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B. Standard of Review

Upon Department approval of projects as part of an electric company's Phase 111
resource plan, the IM regulations require the electric company to negotiate contracts with
the providers of new resources. 220 C.M.R. §10.06(2). The IM regulations require
cottractual agreements for payments to resource providers to be based on actual performance
(savings measurement where DM programs are concerned) to the greatest extent possible,
and to incorporate milestone schedules and security provisions, where applicable. The 1M
regulations also specify thataltemative security provisions, agreed toby anelectric company
and resource providers, and approved by the Department, may be allowed. The I
regulations require that anelectric company and projectdevelopers shall agree toapricing
formula, and terms and conditions that are consistent with project proposals approved by the
Department in Phase I11. Id.

InPhase IV of the IMMprocess, the Department reviews final contracts betweenan
electric company and project developers to determine whether the contracts comply with the
IM regulations and are in the public interest. 220 C.M.R. §10.06(3). Where the rates,
terms and conditions for the resource acquisition are approved by the Department at the
conclusion ofPhase IV of the IMprocess, the costs 1ncurred by an electric company for the
acquisition of electricity or electricity savings are recoverable through rates carged to the
company's customers. 220 C.M.R. § 10.06(4).

C. Contract Approval

The Company has requested Phase IV review of the contracts by which 1twould

implement the RESH and RLC programs. The Company stated that, because the DM RFPs
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were intended to solicit proposals for development and implementation of programs that were
designed by the Company, the residential DM programs are Company-managed programs
and that the contractors are providing installation services for the Company (Ir. 1, at 37-38).
The Company contended that the security requirements of the IM regulations should be
applicable to DSM programs that are not managed by the Company, but should not be
required for those that are managed by the Company (1d.). The Company also contended
that 1ts contracts forwhich i1t 1s seeking approval contain adequate milestone provisions (1d.
at 39-40).

The IM regulations prescribe anumber of security-related contract provisions in
order to protect ratepayers against noperformance by a resource provider. In reviewing the
EF1 and CSG contracts that have been submi tted for approval, the Department finds that the
ratepayers are provided protection through other provisions. First, CSG and EFI are
compensated only for services and equipment actually provided to the Company's customers
(Exh. FGE-1, Appendix B, Appendix C). Second, the Company would receive monthly
reports detailing the work provided (1d.). The contracts with CSG and EFI1 include
provisions that requires all services to be performed to the satisfaction of the Company (1d).
Inadditional, the contractsprovide that either party may terminate the contracton
December 31, 1994 (1d.). Further, the Department finds that the mi lestone schedules for the
RESH and RLC programs provide sufficientdefinitionregarding Company expectations of
customer participationandresultantenergy savings. Accordingly the C5Gand EFI contracts
are sufficiently incompl 1ance with the security and mi lestone provisions of the 1M

regulations.
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InD.P.U. 92-181, at 19, the Department stated that the Company must incorporate
greater competition and performance-based cost recovery into all future resource
solicitations, includingDM. The Department expects thatDSMprograms that resultfroma
competitive solicitationof M resources will require compl 1ance with the security

provisions of the IMregulations. See Commonwealth Electric Company and Cambridge

Electric Light Company, D.P.U. 91-234 (1993). Further, the Department, in future 1M

resource solicitations, exects the Cormpay to tie security provisios to a milestone schedule.
1d., at 72.

For the purposes of this proceeding, the Department finds that the terms and
conditions of the C3G contract are consistentwi th the IMregulations, andare inthepublic
interest. Accordingly, the contract between the Company and CSG 1 s approved, subject to
the submissionofafinal contract consistentwi th the terms and condi tions of the contract
submitted by the Company.

Further, the Department finds that the terms and condi tions of the EFI contractare
consistentwiththe IMregulations, and inthe public interest. Accordingly, the contract
between the Company and EFI 1s approved, subject to the submissionofafinal contract
consistentwith the terms and conditions of the contract submi tted by the Company.
V. OTHER 1SVES

A. IM Administrative Costs

1. The Company Proposal

The Company has requested the Department’s approval of transferring recovery of

costs associatedwiththe IMprocess, including supply purchase, solicitation, negotiation,
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and contracting frombase rates to the fuel charge at the time of the Company's next base
rate case or rate design proceeding (Ir. 1, at 41-42).* The Company stated that the
Department's regulatory review of the Company’'s planning, solicitation, negotiation, and
cottract acquisition processes 1S extensive, ad that costs associated with the 1M process
may be under- or over-recovereddepending onrate case testyear (Ir. 2, at 6-8). Although
the Company has requested recovery of all IMM process costs in the fuel charge, the
Company acknowledged that some level of planning and related administrative costs is
presently reflected inbase rates, and stated that the principle change brought onby the 1/M
regulations i1sthe solicitationandprocurement processes (Ir.2, at 15-17). The Company
stated that 1twouldbe possible to 1dentify the level of resource plaming and adninistrative
costs currently 1n base rates (i1d. at 19).

In support of 1ts request, the Company stated that, through a CC recovery
mechani sm, the Department allows recovery of costs associatedwithplanning and
development of demand-s 1de resources (Exh. FGE-., at 6-2). The Company also stated that
the Department allows recovery of the development costs associatedwithnew utility
generation (1d.). The Company contended that recovery of planning and development costs
associated with power-supply purchases, and specifically power-suply purchases resulting
from implementation of the IMprocess, would be cons i stent with recovery of development

costs associatedwith electric company investment innew generationfacilities andelectric

® Originally, in itsPhase 111 filing, the Company had requested that it recover costs

associatedwiththe IMprocess through abase rate case proceeding, and that for the
period between rate cases, recovery of these costs through the fuel charge be allowed
(Exh. FGE-1, at 6-3).
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company investment inDM resources (1d. at6-3). Infurther support of 1ts request, the
Company stated that the principal advantage of the proposal i1s that itwould el iminate any
disincetive for electric companies to undertake aggressive and conprehensive solicitation,
negotiation, and acquisition processes (Ir. 2, at 5).*®

2. Analysis and Findings

The Company asks the Department to consider whether the recovery of costs
associated with the IfM process should be treated di fferently than the recovery of other
operations and maintenance ("0OéM") expenses. The Department finds that recovery of
adninistrative costs associated with inplementation of the IM process i s properly addressed
within the context of the Company's next base rate case proceeding. Therefore, the
Company should make 1ts requestwithin the context of 1ts next base rate case proceeding.

B. Demand-Side Ratemaking Issues

In itsPhase 111 filing, the Company requested that the Department approve the cost
recovery methodology and specific CCrates associated witheachrate class (FGE-,, at %))
he IM regulations state that an electric company shall provide all the information required
for Department review for preapproval ratemaking treatment including detailed cost

information, output price, and proposed method of cost recovery.”™ 20 C.M.A.

® The Company contended thatadisincentive existswhenthe benefits of those

processes, 1nthe form of reduced power costs, would flow to ratepayers, whi le the
incremental costs would be borne by shareholders (Ir. 2, at)).

o The Department notes that any electric company seeking approval of DM programs

should, in 1ts fil1ng to the Department, include CCrates andbill impacts thatwould
result from implementation of the DSM programs as proposed.
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§ 10.05(2)(1). The Department finds that the Company fully complied with the IfM
regulations as theyrelate toproviding the relevant costrecovery information.
Basedona limited review of the Company's cost recovery information, the
Department notes several inconsistencies with establ 1shed precedent. First, the Company has
proposed to allocate DM expendi tures assoc 1ated wi thprograms that serve more than one
rate class by eachrate class’ total KiH use (R-DPU-10). The Company's proposal 1s not

consistent with the policy established 1n Massachusetts Electric Company,

D.P.U. 89-194/195, at 211 (1990), where the Department stated that cost allocation should
be designed to reflect the Company’s costs to serve each rate class, directly assigning those
costs associatedwithproviding services to a class and allocating joint and common costs
when direct assignment 1s impossible.

The Company also proposed to allocate savings-related revenue (i.e., LBR and $51)
using the same methodology (Ir. 2, at 99). The Company's proposal 1snot consistentwith

the policy establ i1shed 1n Commonwealth Electric Company/Cambridge Electric Light

Company, D.P.U. 91-80 Phase Two-A at 138 (1992). In that case, the Department
determined that DM cost recovery of should be appropriately allocated to the various rate
classes that have received the benefits of the expenditures. 1d. The Department has also

found that recovery of revenue that relates to the savings achieved through DM programs

® The IMM regulations also state that for each DM resource for whi ch the Company
requests ratemaking treatment to compensate for revenue erosion, theelectric
company shall provide sufficient documentation to demonstrate that the performance
oftheDMresourcewill result inrevenue erosionthat adversely affects the
company's revenues inasignificant, quantifiable way. 220 C.M.R. § 10.05(2)(J).
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should be allocated to the rate classes 1nwhich the savings occur. Boston Edison Company,

D.P.U. 91-23-A at 7-8 (1994).

lith regard to the RESH program, the Company proposed to calculate LBRbased on
a fixed quantity of energy and capacity savings per installation regardless of the season(i.e,
winter/summer) (r. 2, at 98; Exh. FGE-1, Section 5, Table R194.1LS at 3). The

Company's proposal 1snot consistentwi ththeDepartment’'s Order inllestemMassachusetts

Electric Company, D.P.U. 89-260 ("D.P.U. 89-260"), at 107-108 (1990), stating that it 1s

1mportant to use the most accurate after-the-fact measurement of energy and capacity savings
available 1nquantifying the amount of lost fixed revenues a company is allowed to receive.

Further, inthe Instant proceeding, the Company proposednottoreconcile its
Incentive paymentbased onactual savings achieved, but rather based onmeasures installed
and the forecast of the value of those measures atapoint intime (Ir. 2, at 127). The

Company proposal 1s not consistent with our policy as stated inliestemMassachusetts

Electric Company, D.P.U. 91-44 (199]1). Inthat case, the Department directed the company
1o perform a double reconciliation of 1ts savings estimates in order to calculate 1ts Incetive,
and thatthisreconciliationshouldbe performedannually, concurrentwithother
reconciliationsrelatedtoDMprogram implementation. Id. atll8, 119. The Department
further specified that recovery of the financial incentive should be based on actual savings,
rather than expenditures or estimated savings. Id.

Finally, in this proceeding, the Department investigated whether costs traditionally
recovered through base rates that are avoided due to DM program implementation should be

subtracted from the calculation of LBR (Tr. 2, at 134-135). The Company responded that
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the Issue couldbe analyzed ingreater detail, and that over time, some reduction of D
expenditures may be appropriately subtracted from LB recovery for companies, suchas
Fitchburg, that are able to avoidbase rate cases for extended per 1ods of time (R-DPU-10).
The Company, however, indi cated that such reductions to the LBRwouldnotbe justifiedat
this time (id.).”

lhen inatially examining the need to allow electric companies to recover LB, the
Department stated that 1twould entertain proposals for lost revenue adjustments 1f a company
candemonstrate that "the successful performance of 1ts CiiMprogramswi ll result Insales
erosion that adversely affects revenues 1na significant, quantifiable way." D.P.. 86-36-F
at 3-36 (1988). The Department later indicated that recovery of LBR might only be
necessary for the short term because i1nthe long term, companies wi ll be able to adjust their
operating costs toreflectthe reduction insales. D.P.U. 89-260, at 106. Specifically, the
Department stated that

whenviewed from a long-term planning perspective, electric companieswill

experience variable OiM [operation and maintenance] costs that are not

reflected through the fuel charge. However, from the short term (e.g., less

than one year) perspective, CiLM does not appear to result insignificant
variable OiM savings for a Company’'s marginal generating facilities.

% The Company stated that, although theoretically attractive, several considerations must
be given to any reduction inthe recoverable LR. First, actual cost savings may
accumulate very slowly; 1D investments can be "lumpy", and savings due to DM
may not supplant such investments until after asignificantperiodof time. Second,
only a portion of the Company's base rates would be affected and thi s portion could
be quite small. Finally, any analysis on the 1ssue should consider that i f DM
programs had not been implemented, D expenses would have Increased, and these
increases would be Incorporated inabase rate proceeding. Insucha case, the
Company asserts, DSM-related i expenditure savings are already reflected i1n
lower base rates than would otherwise have been the case (1d.).



D.P.U. 92-181-A Page 58

The Department does not make specific findings on the proposed cost recovery
methodology or CC rates in this Order. The Department directs the Company to file CC
rates and supporting documentation, with a request for its revised rates to be effective on
May 1, 1994 At that time, the Departmentwi ll fully investigate andrule onall aspects
of the Company's proposed cost recovery methodology associated withDSMprogram
expenditures and related costs, including the LBRcalculation. Further, the Department
directs the Company to provide an analysis of the fixed costs actually foregone due to the
implementation of the 1ts DM programs with 1ts filing for CC rates that would become
effective on May 1, 1995.
VI. ORDEER

Accordingly, after due notice and consideration, It is

ORDERED: That the resource plan, as filed by Fitchburg Gas and Electric Light
Company, be and hereby i1s approved; and 1t s

FWRTHER ORDERED: That Fitchburg Gas and Electric Light Company shall

comply with all directives stated herein; and It 1s

FURTHER ORDERED: That the contract between Fitchburg Gas and Electric Light

Company and ConservationServices Group, Inc. be andhereby 1 s approved subject to the
condition stated herein; and It 1s

FURTHER ORDERED: That the contract between Fitchburg Gas and Electric Light

& The Company indicated that it prefers to establ i sh the new CCs onMay 1, 1994, and
maintain such CCs for twelve months, until May 1, 199 (Tr. 1, at 107; Company
Memorandum at 8)
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Company and Energy Federation, Inc. be andhereby 1s approved subject to the condition

stated herein; and it Is

FURTHER ORDERED: That Fitchburg Gas and Electric Light Company shall file

revised conservation charges as directed by the Department herein.

By Order of the Department,
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Table 1 Summary of Supply-Side RFP Ranking Criteria

Selection Criteria

Maximum Score

Val ue Criteria 15
Price 60
Operating & Qual ity Characteristics 15
Interruptibility and Dispatchability
loltage Control
Maintenance Planning
Non-priceCriteria 25
Maintenance Planning Project Status 10
Init Diversity 10
Other Resource planning Guidelines 5
Total Val ueand Non-priceCriteria 100
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Table 2 Summary of Demand-Side RFP Ranking Criteria

Criteria Selection Maximum Score

Val ueCriteria " 75

Price (total Resource Test) 60

Operating and Quality Characteristics 15
Savings lerification Plan Included 5
Comprehensiveness of Proposed Installgdtions 5
ual ity of Savings Assumptions 5

Non-priceCriteria 25

Project Status and Feasibilty 25
Financial Capabilities 4
Organizational Support 4
ESCo Experience 4
Comprehensiveness of Services 5
llarranty Provisions 2
ECM's 3
Implementation Plan 3

Total Val ueand Non-priceCriteria 100
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Table 3 Projected Program Activities
PROGRAM | 1994 1995
| $ (1) MIH Kl $ (1) MIH Kl
fesidential Sphcks, 136 160 16 80,721 160 16
Heat
fesidential 60,760 203 m 67,272 362 138
Lighting Catajog
Small C&l 125,935 299 102 129,714 299 102
Lighting
C&l Lighting 174,935 800 215 181,441 800 215
Comprehensive 129,080 134 232 132,952 134 232
Efficiency
TOTAL “ 578,846 2,196 702 592,100 2,355 763
NOTE 1 Amounts Included in this table represent the Company's costs only; costs

incurred by participants are not included.
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Table 4 Projected 1994 and 1995 CC Rates

rate Category Projected | Projected
1994 CCs 1995 CCs
residential $0.00166 $0.00160
Small General $0.00545 $0.00613
kegular General $0.00377 $0.00409
Large General $0.00279 $0.00314
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